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ENGAGEMENT LETTER

Name of Audit Firm/Company:
Address
Name of the Project Holder: NAME of Project Implementierung Partner
Address: ADDRESS of Project Implementing Partner
Name of the project funded by -- Project no --------------------------: 
Subject(s) relevant for the audit: --------------------
Period relevant for the audit (from – to): From 

The purpose of this letter is to set out the basis on which the auditors will act as “Auditors of the Project Holder” and the respective areas of responsibility of the auditors and of the project managers.

1. Basic auditing principles and documents 

This Engagement Letter should be read in conjunction with the following documents and procedures:

a) 
All applicable relevant Diakonie Katastrophenhilfe (DKH), documents including:

· Cooperation Agreement 

· Administrative Procedures 

· Diakonie Katastrophenhilfe Headquarters Financial Reporting Standards 

· The signed and approved budget 

· Specific Agreements, regulations, and procedures of backdonors if applicable
b) 
International Standards on Auditing (ISA)
c) 
National legislation

2. Responsibilities of the project holder
The managers of NAME of Project Implementing Partner are responsible for ensuring the maintenance of proper accounting records and the preparation of financial reports in accordance with the requirements for financial reporting of Diakonie Katastrophenhilfe Headquarters.  They are also responsible for the submission of all the accounting records related to the project and all other relevant records (e.g. progress reports) and related information to the auditors, including minutes of board and other relevant meetings, immediately after the end of the accounting period. 
3. Responsibilities of Auditors

The Audit Firm shall produce evidence to the Project Partner and the Financing Partner in appropriate form of its authorisation or registration as an audit firm.

3.1 Aim of the audit.
The aim of the audit is the submission of audit opinions related to the financial report on the project, compliance with the cooperation agreement and the use of the project funds by the Project Partner. The format of the report must comply with the format prescribed by ISA 800 and 

The audit report shall contain the opinion of the Audit Firm on the following:

a) compliance with the cooperation agreement;

b) use of the project funds exclusively for purposes of the project and in accordance with the cooperation agreement;

c) whether the financial statements show a true and fair view of the income and expenditure and the financial position of the project.

Only regarding confirmations a and b is an audit opinion also admissible in accordance with ISAE 3000.
The audit report is to be addressed to the Project Partner and the Financing Partner.

The Audit Firm shall ensure that the financial report to which the audit report refers are clearly marked (e.g. through initialling and dating each page), and shall attach a copy of the financial report to the audit report.

If the auditor must qualify opinion c or identifies material exceptions to opinions a and b, full details shall be given in the audit report. In addition to the audit report, the Financing Partner may require the Audit Firm, unless it is stated otherwise.
In arriving at their opinion, they are required to consider the following matters, and to report on them accordingly:

a) whether proper accounting records have been kept by NAME OF PROJECT IMPLEMENTING PARTNER:, including:

· balance sheet of the project holder (if relevant in the given context of the project),

· income and expenditure account of the project holder (if relevant in the given context of the project),

· receipt and payment account / cash flow statement of the project including opening and closing balances of earmarked funds and a comparison with the approved budget.
· Notes to the project financial statements.
b) whether the annual financial and other financial reports of the project holder agree with the accounting records and returns.
c) whether funds were utilized in compliance with the purpose of the earmarking of funds and regulations of back donors.
d) whether the auditors have obtained all the information and explanations which they consider necessary for the purpose of their audit.
The auditors have a professional responsibility to report if the financial reporting does not comply in any material respect with applicable accounting standards and additional requirements from Diakonie Katastrophenhilfe unless in their opinion the non-compliance is justified in the circumstances.

4. Scope of the audit

The audit will be conducted in accordance with the International Standards on Auditing (ISA) and will include such tests of transactions and tests of the existence, ownership and valuation of assets and liabilities as the auditors consider necessary. They shall obtain an understanding of the accounting and internal control systems in order to assess their adequacy as a basis for the preparation of the financial reports and to establish whether proper accounting records have been maintained by NAME OF PROJECT IMPLEMENTING PARTNER:. Special attention shall be given to the fact that income through funds from Diakonie Katastrophenhilfe and other donor agencies are earmarked funds. This earmarking is based on the objectives / goals and measures defined in the respective project(s), as well as on the approved expenditure budget and finance plan. 

In addition, the auditors shall analyse the economical and efficient use of funds in accordance with the established local price structures (comparison between paid and market prices) and the Diakonie Katastrophenhilfe contracting practices for placing orders / procurements. 
The audit is not designed to identify all significant weaknesses in the systems of NAME OF PROJECT IMPLEMENTING PARTNER: but, if such significant weaknesses come to the auditors notice during the course of the audit, the auditors shall report on it in their auditors’ report, and in their management letter as appropriate. 

As part of the standard audit procedures, the auditors may request the management of the project holder to provide written confirmation of certain oral representations, which they may have received during the course of the audit on matters having a material effect on the annual financial report. In order for the auditors to proceed smoothly with the examination, they shall request sight of all documents or statements, which are due to be issued with the annual financial report. 

The management of the project holder are responsible for safeguarding assets of NAME OF PROJECT IMPLEMENTING PARTNER:, for prevention and detection of fraud, error and non-compliance with law or regulations. However, the auditors shall endeavour to plan their audit so that they have reasonable assurance of detecting material misstatements in the annual financial report or accounting records (including those resulting from fraud, error or non-compliance with law or regulations and Diakonie Katastrophenhilfe cooperation agreement).
5. Communication

The auditors will direct all their communications to NAME OF PROJECT IMPLEMENTING PARTNER: and will not communicate directly with Diakonie Katastrophenhilfe Regional Office West & Central Asia or Diakonie Katastrophenhilfe Headquarters. Direct communication is, however, justified in the following cases: 

a)
If during the course of the audit, matters come to the attention of the auditors, which

lead them to the opinion that the funding agencies’ interests may be at risk, then they

shall inform Diakonie Katastrophenhilfe immediately. Any issues arising will also be 

communicated to the Diakonie Katastrophenhilfe Regional Office West & Central Asia or Diakonie Katastrophenhilfe Headquarters. 

b)
The auditors shall also be allowed to reply to correspondence from Diakonie Katastrophenhilfe on any issue arising out of the audit assignment. If communication with Diakonie Katastrophenhilfe is necessary, the auditors will under normal circumstances copy all such correspondence to NAME OF PROJECT IMPLEMENTING PARTNER:.
c)
Information on payments made by Diakonie Katastrophenhilfe Headquarters. 

d)
Non-compliance with deadlines.

6. Other services

If NAME OF PROJECT IMPLEMENTING PARTNER: requires other services from the auditors, the auditors will report on such services in their report. 

7. Form of Reports

The addressee of the audit report is the authorized representative of the project holder and the financing partner. A copy of the audit report is shared with the Diakonie Katastrophenhilfe Regional Office West & Central Asia or Diakonie Katastrophenhilfe Headquarters. 
The following documents must be delivered by the auditors:

· Auditor’s Report opinion including a compliance statement (see 1. a )  in respect of the earmarking of Diakonie Katastrophenhilfe funds.
· Auditor’s Report opinion including statements (see 1. a )  3.1 page 2
· Audited (Annual) Financial statement of the project under consideration in EURO and Local currencies (balance sheet, income and expenditure account of the project holder, receipt and payment account / cash flow statement of the project including opening and closing balances of earmarked funds and a plan-actual comparison / variance report with the approved budget)
· Notes to the accounts, reporting on:

a) list of income / receipts according to origin / source; in EURO and Local currencies
b) foreign currency transactions (incl. examination of exchange transactions);
c) list of all bank accounts in the country and abroad;
d) list and explanations of debts / accounts receivable related to debtors, amount, reason and time of emergence; 
e) list and explanation of liabilities related to creditors, amount, reason and time of emergence, incl. the balance of earmarked funds according to origin / purpose; 
f) statement on assets, in particular evidence of new acquisitions and the compliance with the Diakonie Katastrophenhilfe Headquarters approval, if applicable (e.g. buildings, vehicles);

g) legal claims of staff to severance pay and/or retirement pensions

h) List and supporting documents (e.g. original contracts and payment confirmations) of all payments (in part or in full) to overhead and long-running expenses incl. office rental, and operational personnel; 
i) List and explanation of in-kind contributions by NAME OF PROJECT IMPLEMENTING PARTNER: or communities, as included in the project budget, administrations and reporting; 

· Management Letter (including report on previous years’ recommendations not yet
corrected and new recommendations), reporting on:

a)
legal and organizational aspects
b)
assessment of the business like and economic use of funds
c)
assessment of the management and administration
d) 
any other relevant observations
8. Time table

· The final financial reports and accounting records must be made available to the auditors before the audit starting date.

· The Audit shall be completed within 12 days.
· The audit report incl. the documents mentioned in paragraph 7 must reach Diakonie Katastrophenhilfe Regional Office West & Central Asia and Diakonie Katastrophenhilfe Headquarters not later than 12 days after completion of the audit. 

· If there is any reason for a delay this has to be communicated directly to Diakonie Katastrophenhilfe Regional Office West & Central Asia and Diakonie Katastrophenhilfe Headquarter by either party (with copies of the correspondence to the other party concerned).

9. Fees

The audit will take about 12 days to complete and will require deployment of 4 member of NAME OF THE AUDIT FIRM  staff, who will work under the direct supervision of one of the qualified audit managers.  

Based on the scope of work outlined in section 4 of NAME OF THE AUDIT FIRM  proposal and the related staff deployment, time costs related to the audit of NUMBER  OF THE PROJECT  are expected to be in the region of Amount and Currency  inclusive of taxes and out of pocket expenses incurred in Herat, Afghanistan. 

Audit fee will be payable as follows:

On commencement of audit: 

On receipt of hard-copy of report by Diakonie Katastrophenhilfe : 
Fees for additional services that may be required beyond the scope of this audit engagement shall be agreed separately, under a separate engagement letter.

We agree to the terms of this letter.

Signed for and on behalf of 

NAME OF THE AUDIT FIRM                           
                 The Authorized Representative





     of NAME OF PROJECT  IMPLEMENTING PARTNER: organization

 

                                                                                                                 ...............................................  ......................................................

Date: ..............................................


           Date:........................................
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